Central Banks Are Not Innocent Bystanders 
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Fed has too much influence over economy 




In a recent paper cited 



ast month in The Economist, a trio of economists ran a kitchen sink's worth of 



correlations on investment numbers. 

Kothari et al. concluded that profit growth and stock price boost investment, but that interest rates have 
a negative effect. This claim runs counter to Austrian business cycle theory, so let's have a look. 

Despite their data actually saying that lower rates actually lower investment, Kothari, et al. conclude 
there is "little evidence" of a relationship. I guess they have to say this because, otherwise, people 
would laugh. Why would people laugh? Because if your data says that lower prices lead to lower 
demand, you either have bad data, or you have too much noise. 

Either way it's not causal, and it could be embarrassing to say it is. Am I being unfair to Kothari? Does 
not data speak the phoenix of truth, arising from the ashes of superstition? Well, when the data says 
something that contradicts elementary theory, you have three choices as a researcher. First, maybe the 
theory is wrong. Second, you check whether your data is wrong: too many zeros? Is it mistyped? 
(Notorious economist Thomas Piketty might have benefited from this.) Third, you conclude the data is 
noisy. Therefore it is not saying what you think it's saying. 

Well, the theory that a lower price for an identical product raises demand is pretty sound — that's why 
demand curves slope downward. If it were not true, I would buy Cokes for a dollar, sell them for ten, 
and have a line around the block. 

So if the theory is sound, then the remaining possibilities are that it's bad data — either it's a typo or 
it's full of noise. I have no reason to doubt Kothari et al.'s figures, and MIT runs a tight ship. So it's 
probably not typos. 

So we zero in on that noise. Can we think of any noisy factors surrounding interest rate policy? Wait, 
perhaps you've heard of something called a central bank. 




It's a fairly uncontroversial assertion that central banks don't raise or lower interest rates randomly, like 
fluctuations in temperature. It's not a "random walk," with Bemanke and Yellen flipping coins over 
lunch. Rather, central bankers move interest rates at specific moments: they raise them when they think 
the economy might "overheat," and they lower when they think it is at risk of recession. 



This means that central banks raise rates specifically when they expect investment to be strong 
("overheat"). And they lower rates specifically when they expect investment to fall ("recession"). 

So what Kothari et al. are missing is that investment trends actually cause rate changes. Central 
bankers' expectations of overheating cause higher rates, and their expectations of recessions cause 
lower rates. So we would indeed expect that falling expected investment would be associated with 
lower rates, but the causation here isn't rates-to-investment, its investment-to-rates, with a stopover in 
the vivid imagination of some central bankers. 

So we've got two causal relations. First, from EconlOl, that lower prices raise demand of identical 
products: "low rates raise investment." Then we can toss in the causal relationship where high 
investment scares the Fed into raising rates: "raised investment raises rates." And now we've got two 
correct causal chains that exactly contradict. We've spotted our noise. And now we have the likely 
explanation. 

As a nice bonus, we also now have the truly helpful interpretation we should take away Kothari et al.'s 
findings: that the central bank's reactive rate movements fail to smooth the boom-bust cycles they set in 
motion. Of course, we all know this, since we live in the real world and observe business cycles in the 
wild, despite our imaginative and apparently busy central bankers. 

Kothari et al. can be seen as a contribution for its confirmation of a key Austrian claim, that central 
banks can't tame the storms they raise. But the paper certainly does not mean what its authors think it 
means — that interest rates are relatively innocent bystanders in the business cycle. 



25% Of Americans Prefer Socialism Over 
Capitalism 
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While Americans are preached that '^free market capitalism is the best path to prosperity^ it appears 
that not everyone is buying it. Whether it is the failure of prosperity to trickle down (and the inequality 
that has been created) or just the herd-like need to be told what to do (and never take risks), Pew 
Research finds a stunning 25% of Americans do not believe people are better off in a free market 
system - implicitly preferring centrally-planned lives. Ironically, belief in the free market tends to 
be highest in developing countries while in Japan and Spain, a majority prefer to be managed than free. 
Belief in the free market tends to be highest in developing countries (median of 71%). Nearly two- 
thirds or more in all nine of the developing economies surveyed agree that most people benefit from 
capitalism, including 80% of Bangladeshis, 75% of Ghanaians and 74% of Kenyans. 



Socialism is the 



Capitalism is the 

SOLUTION! 
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Advanced economies are somewhat more divided over the free market. At least seven-in-ten in 
South Korea, Germany and the U.S. say most people are better off under capitalism, but fewer than half 



in Greece, Japan and Spain agree. 

There has been moderate change in support for the free market between 2007 and 2014 among the 
countries surveyed in both years. The Spanish (-22 percentage points) and Italians (-16) stand out 
for their declining belief in capitalism over the course of the global recession. 

Source: Pew Global 




capitalism capitalism 




socialism socialism 

It appears it is time to change America's subtitle to "the land of the centrally-planned." 

* * * 

Perhaps - once again - Monty Python summed it up perfectly in Life of Brian. . . 
http;//www.youtube.coin/watch?v=QereROCViMY 

INFOWARS.COM 



BECAUSE THERE^S A WAR ON FOR YOUR MIND 



